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OUR_ATTITUDE TOWARDS PAY POLICY

A Paper by Gecoffrey Howe iLﬂélj/,f
la I suggest four key questions on which we need Co present

a coherent attitude: ,

A, Is the chaicé;'this vear amd hereafter,.simpiy
between "Incomes policy' an "free collective bargaining"?

B, Whatever our attitude to (A), does the mastery of
 inflation require some kind of relationship with the unions?

C. ° Does such a relationship imply anything in the way
0f a pay deal or pay policy? ———
-, .
.  Does the right approach depend on, or might it be
favoured by, the maintenance or creation of any Institutions
. or other institutional change?

The answers depend in some measure on the present and future
econcmic situwation,

The Outlook

2 Any poliey almed at lowering the going rate of pay
settlements is, and will remain, under acute economic prassure,
because of the inevitability of some Further decline in
average living standards - which can only mean that incomes
before tax should grow substantially less quickly than prices,
As we kmow, the sacrifices so far have largely been borne by
the upemployed and by those whose differentials have been
cumpraﬁggﬁfz'“Lawer income groups dtd those In the public
scctor, who have dome relatively well in recent vears have
st1ll Lo eccept their share of sacrifice, They will not do
s0 with good grace,” Yet what is now probable (and indeed

. necessary) 1s a reversal of the income redistribution of recent
Years, '“

3. This will not be mede any easier by the re-acceleration
of grice increases, perhaps to an annual rate not far short
of 20% nor by the fact that Stages I and II have required :
increases In pay to ba made as suEElemEnts fo Che wage structure
rather than being cé&rried through Inte overtime pey, plece
rates and s© on. The pressure to "consolidate™ the
supplements Is getting stronger all the time, Consolidacion
glone could add 5% or more to manual carnings; and it would
aggravate the probiem of differentials still further, since
tﬁer&-iﬂ no analogous process for the typical salary earner.

b There will be other Jifficulties, Gommodity prices
have been rxising sharply, _Food prices are likely to go up
abruptly 'as subsidies are withdrawn, amd ouwr transition to
EEEuEnnd price levels contlmies. The outlook for the exchange
rate 1s ‘imcertain. Cash'&i%ﬁii have sti]l £e he effectively
applied to the ‘nationallsed Industries, so-that wmions there
are behind their colleagues in other parts of the public
sector, Who have at least hegun to appreclate how they work.
Finally, very serious damage has been done in the last four or
fiva years to the conventions and standard procedures of
collective bargaining, Whlich means more Instability, This

««f will be increased by
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will be increaced by the clear resurgency of militancy on the
shop—£floor, some of it spontanscou=, soma of 1t orchestrated by
the extreme left, : . N S

Considered in isolation, all these pressures, Co release
the spring compressed by incomes pelicy (and to challenge the
facts of economic 1ife) could well overcome any hopes for Income
restraint, (n this basis, there are two possible paths that
earnings might folliow: L .

a} If people bargein for "last year's RPFI" (15% or so),
plus something for comsclidation, productivity deals and.
restructuring (5% say) then the average carnings could increase
by up to 20%, a '

b) If there was a strdight repetition ¢f 1974, one
could get a jump in the level of settlements of about 157 p.a.,
which could take the overall rate ol earnlngs increase to
nearly 0% p.a.: the much talked of "wages explosion'.

Standing In opposition to a resurgency in wage claims
are: ' : S

- a policy of monetary restraint dictated by the DMF.
= the high and growing level of unemplbymentf

~ the {outside) possibility of a faster rate of economic
growth than currently assumed with greater scope for
growing consumer spending.

There 1s little chance of & major recovery Iin economic
expanslon In other countries or, & fortlori, in the UK. All.
the signs are that the next twe years will see inCermationel
growth at best in line with historical trends and a feebler-
performance in the UK, i . ' :

The deterrent effect even of present unemployment levels
s, I fear, still not proven, Can we be sure that they would,
unsupported, exercise & serious restraining influence in time to
choke off an explosive outburst?

The effects of the IMF imposed monebary tarpets are salso
wnecertain, For a start, we do not yet know (for a veriety
of technieal reasons) te how tight a restraint they will
impose, ' -However, they should influence wage bargaining in
two waysl ' ,

- first, by making it i{mpossible to finance inflationary
wage owards, thus leading in due course to higher

unempl ayment ;

- second, by creating a climate of more modest expectations
for future wage and price Increases,

Ll

This somgwdat intanpgible psychological process can in turn

come about- through & process of conditioning, of which Britain
{unlike some countries) has had too little, since the targets
are so new; .through being spelt out In cash limits, a process
which has not yet rea&céhed all the public sector, let aleone the
lame ducks: andfior thi'ough 4 process of educatinn and .
explanationy &imed at dnfon leaders and opinion formera, such
a8 takes place formally in Germemy or informally in the USA,
Wa cammotirby any means ‘be #ure that this has yet been taken fax
enough in the UK to have had a profound and lasting effect ,

««f/ throughout the labour
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throughout the"labour férce: * (K11 the recent emphasis on
Incomes policy will have had an opposite effect) B

This gloomy analysis does not, of course, mean that a
wages expléeion could or would carry on indefinitely and
unchecked, But it does supgpest ‘the grave danger of 2 collisoon
between sharply Tising wages and donetary restraint, which
could be highly disruptive to mational life and very costly in
tg;ﬁihﬂf_unemplujmgnt and damage to profits, investment and
Er . - .- ..l . . R .. - b . -

The Fssentials of Policy q-ﬁﬁEfégi Gbﬁé;ggggt

Even those who believe that a near-permanent, Institution-
alised incomes policy is‘in genersl desirable, can hardly
claim- that this is & good yesr In which to Introduce it. - The
severe distortions and ireﬁﬂﬁmes-in the labour market can only
work thémselves Sut In less t tions and,
for the most perty through the-cellective bargaining process,
warts and all. Some acecelerdtion In wepge Increases and Increase
in unemploymeént will probably be ‘the by-product ‘of this process,
however skilfully it may be handled: & deplorable state of
affairs, but nonetheless - inevitable for that. Any fresh,
centralised and dirdgiste solution, coming after two years
of rigidity, would surely provoke a farociolls and tncontrollable
TesSponse. ven the present policy is already threatening
to do just that, S '

56 the immediate response must involve a much freer apPruach
But should this mean a '"return to free collective bargaining™?
Some of the necessary features are clear:

a) extensliom of the cash limits system as far as

possible throughout the™p ¢ sector, probably with
gome redefinition to make the. limits bite more
speclfically on wape.and salary costs than they do wnow;

by & tightening up of the financial regimes applied to
the nationglised seator and the IHEE guﬁgﬁ, particularly

the s C Ones ‘ag Leyianc, and also the NEB;

¢) an improvement in -the methods of determination of
public sector wage, selary a&nd pension levels.,  This
must involve a relative reduction in those parts of
public sector remmeration thdat cause resentment or tend

to push up private pay levels through the competitive

PYOCess;

“2 d) urgent rep&if'qqgﬁégpruvemﬂqt_qiﬂ;he collective -?
bargaining Mid the rest of the labour market

) 3 to prevent & Tepetition of 1974 in 197/, and Co

malce pnssibip'an-n:dgrly retitrn to freer bargaining;

e) .. clear and well publieised.explanation by the
Government of the aevere and inescapable limits imposed
by the IMF (and subsequent) rules for weney suppiy = with
wider implications for 'cost, jobs and so on. '

That is close the the positidn se advocated in "The Right
Approcah™. - - S o

What lore 1s Needed?

1s this likely to suffice? I am doubtful whether. this ..'-
position would be adecuate in a number of situations which we
could facde 1f there were an election in the reasonably near

+s{ Buture; certainly
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future; certainly & number of our supporters.taks this view.
For example! ' - Lo .

&) Suppose we were elected in course of an apparently
operative stage III (in which the guidelines wexre
detiborately, very lax) could we or should we explicitly
abandon them either of our ¢wn accerd or In response to
presaure from the "TUC? Or would this be regarded as
provecati¥e by The INF, imprudent by our overseas
creditors and alarming by employers at home - if only for
the reason that to deliberately abandon a policy for
restralint would :ﬁgear perilously like an invitation to
wnions to claim t they like?™ ~7 "7 7 - T

b} . Perhaps more probably, suppose that we fnherit a
rather tattered pn&icy hovering. on the verge of death
. in face . of & serious upward surgeof wage costs? (nce
. again we should ba under pressure from imdustry (both
public and private), the IMF and public opinion all
D eading for some kind of pollcy to be kept in being
Both examples suggést that we cammot rigidly Insist on
arsuing an uncompromising policy of free collective.
aining because of the circumstances in which we
miﬁt come Eo office. It could well both look and be
51 : .

¥

¢) More immediately what attitude should we adopt
towards attempts by the government to¢ construct some
kind of Stage ILIL7

The question 1s whether it is sufficient to respond to
all these possibilities by asserting, beyond what is spid In
paragraph 13, simply our commitment to return to "ixee
collective bargaining", Or should we do better to accept that,
even as set out in paragraph our position does, of course,

mply a polley Lor earmings ol & kind, as well as the need
to secure lts acceptance.

Motiey supply targets for the economy as & whole and cash
1imits for the public sector, imply.clear limits fo the growth
of wages which can be rEcunciied with our other economic
objectives,  Thus we clearly mean to Influence the level of
pay settlements, even if not directly, Moreover, even if
Government has no overall targets or even & consclous strategy
for pay settlements, the decisions it takes as employer help
to define & policy of a kind, simply by the acceumilation of
PIECEdEﬂt . .

Though we may be able to refine and strengthen the system
of cash 1iimits sufficiently to reduce the risk that major
unions will undermine the limits, aggressive union or emplovee
behaviour may still seem to challenge the money supply and
cash limit constraint, And people fear this process of
challenge, ;e%ﬁtdlaas gf the %utcggg.; If the limits axe
adhered to, Dut at toe cost of long, painfiil strikes, the
government couid be in near as mach trouble as it would be by
ylelding to force majeure, by Trelaxing the money supply {and
cosh 1imits) to finance excessive wage increases. Can we
therefore be sure that we meed nothing else, beyond credible
autonomy, confidence and leadership Eﬁ”secure the greatest
possible acceptance of the need for cash restraint and for
yoluntarily responsible behaviour?

2 i capltan

' It'iq:tﬁ ﬁing to see the business of "securing acceptance™
as a process which will proceed automatically as econcmlc

.sf realities make
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vealitles make themselves felt In millions of minds up and down
the countxyy. But can the process be left entirely to the working
of & proferly informad labour market? 'Is there not perhaps

a crucial link In the process of securing acceptance to be

found in the minds of wnion leaders and thelr advisors? The
union leadexship is, of course, never ommipotent nor even

united, but is there not a great unHerIyIné sensé of loyalty

to the movement, such that what the leadership recommends or .
decides can guide policy in the short run and tell people what

te think or beliewve or accept in the lenger rum? Clearly neo

government ¢ould wish te have such & powexful influence pitted
against ies entire economic policy. '

18. How then te ensure the greatesf acceptance of our
policies and of economie reallity? The first polnt 1s one of

psychelogy. After the events of recent years, the union
leadership are 8till suspicicus of owm Intentions. They fear
what. they believe to our baslc cDjectives, s ect our
economic analysis and are stIll -offended at the breakdowm of
commmications between Conservative leaders and themselves
which was at one time Inm many respects easier Chan wit

Labonr leadership. Can psychological barriers of this kind
. e broken down &xcept by human contact?

19. The . second diffi:ult? 1s that individuals may be incapable
or unwilling to initiate acticons on their owm to do things which
they will all admit are in theilr collecEive ITiterests. How 1s

it in any one unien leaderis interest Co commend or enforce
respgnﬁﬁglﬁ‘ﬂehaviﬂur'in his own unicn if he fears that other
unions may sleze Lhe opportunity thus created to Further their

own interests? Does someone not have to act, in however loose

a manner, to bring the major praotagonists together and to induce
them to Eﬂhﬂ?E more In terms of their ¢ollective rather than
thelr individual interests? The TUC 18 SEill unlikely to do
such & thing without some prompting, Does not government have
a role In this respesct?

20, The third problem is ignorance, or reluctance to admit
openly, economic truths which people may recognise secretly in
thelr hearts., . It has taken the union leadership and shop

. stewards an extracrdinarily long time to recognise (even &s
far as they do)} that there is a.link between rising pay, rising
prices and rising unemployrment, = Any belief even in this
causal link is -3till capable of being suspended for quite long
periocds of time if it suits the self-interest of any one group.
There is even less appreciation of the link between a system
of monetary tarpets and differing rates of increase of pay
and levels of wmemployment,  Perhaps even more important.:
can we be sure that wnion leaders will be convinced of a
government's commitment to a more rigid monetary policy than in

the past wmless every opportunity is taken to spell that out to
them. : _ '

21, © 411 these reasons suggest that we have to have some kind
of relationship that Ezes beyond an arms length asserticon of our
des.’ 2 to return to "iree collective bargaining'.

The W i Jn” wlationsiin

22. By now. We have had ample experlence to set out certain
thi which such a relationship should net be. It should
not be part of a policy of political appeaSement or cof &
willingriess to appease if hécessarﬁ; e are not seeking to
continue to sell the nationls birth-right fox ever more ’
dubious messes of poLtage. It doesa not mean that Government
can be expected to do -tlhdngs which the nation does not want,

»+«f such as introducing
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such as introducing Bullock and the Wealth Tax, 80 that 1mions
are bribed ycar after year to do what is both In their own

and in the netional interest anyway, It cemot be In any
gense an exclusive relationship. It cannct mean that
Consexrvative leaders will get involved in an essentially secvet
dialogue with the TUC which inevitably smacks of such dealing.
e want not & deal but understanding, from union leaders =

as well as from their members as wail as the rest of the
commmity. '

The g;gét Kind of EeLatiggshiE

This should be based on the kinds of issue set out iIn
paragraph 12 and elsewhere: '

-6 -

- spelling out inflation and monetary targets, and their
implications for earnings

- dévelepin% as part of this process an accepta ce of
the case for a much lower genexral trend of wages, thus
dampening expectations about both wage and price

f\x Erends o
» - seeking honestly ways of Increasing flexibility of
£ bargaining and relaxing the tensions in the system

}lQ £ which can be implemented in response to unlons
Q ' acceptance of tfﬁﬁmw;ng exercised,
!/f (Ihis sEnﬁfE‘In e purs of labour market reiorms),

~ discussing with the unioms - as with other Interests -
what policies are needed to "get the economy right
- aiways_in the batkground, and at some periods in the

- forepround, would bDe the specisl measures to be teken
to improve bargaining 'mn the public sector.

In essence one would be offering umions as much freedom as
possible, in exchange for their exercising those fxeedoms in a
responsible manmer.

Very tentstively, I incline to the view that we should be
amwise to exclude the possibility of such discussion leading to
§gggiagréemﬂnt on a desirable maximum fipgure for the eneral

evel of pay settlememnts,  This has not been excluded from the
apenda of Germany's concerted actionid but it is not reparded
as disastrous, or anything like it, if egreement camnot be
reached, ‘This mdy be the best basis ou which to approach
Stage ILL. o g

Any New ;Estitgtigﬁs?

The arguments for new procedures or institutions are
strongest in the public sector. There might be need for scme
procedure which deals with any kind of cleim to exceed cash
1imits in a particular sector (for example the police}. This

E%EEE be able to secure that any eXcessive ¢ claim in one part
oF .o biureaucracy. This ¢éuld create use anitpathy Cowards

those groups pressing for excessive pay or employment, Clearly

some kind of procedures are required to deal with central and
local government pay. They will almost inevitably have to
deal with the problems nf.g:st relativities sconer or later,
However, impossible it may to establish objective criteria
on which relativities can be set, no employer can aveld having
to take decisions about them, ~ Some kind of agency might
have 4 role to play here. B '

. ) ) ' - ) .

' i-j" EE. AS we
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Az we stated in The Ripht Approach 1t is probably worthwhile
deve%giing, on the baslz of Moo, Some more widely representative
equivalent of the Germewn concerted action approach, I shall
shortly be bringing forward another paper from Economic
Reconstruction Group, which has been working on this proposal.

Frice GControl

I am sure we must work towerds the dismantling of The present
regime for price and profit centyel = while remiining ready to
externkl the role of the Monopolies Commlasiom and competition
policy. But there is no case for being publically committed
to thisa, James Prilor believes, as I understand him, thet it
wight still be prudent to preserve esome kind of Price
Comnission (and the skelzton of & Price Code) which can be
deployed In a pay “emergency” in the nmear future. It is argued
that the pricefpay 2aforcement system operated by the present
government is e subtle and effective one which we should be
unwise to discard lmmeaiately. I am not so sure of this,
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